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Exelixis...understanding disease, creating cures.
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TO OUR STOCKHOLDERS>

2001 was a defining year for Exelixis. We significantly expanded our internal pipeline of oncology product candidates, in-licensed a Phase ||
cancer compound, completed strategic acquisitions that broadened our technology base and established a worldwide presence, strengthened our
balance sheet, and enhanced our discovery and development capabilities. These accomplishments demonstrate the rapid maturation of our
company into a product-driven business.

Building Cur Cancer Franchise. Initially, we are focused on the development of cancer products due to the tremendous unmet medical need, the
power of our technology in this area, and the potentially shorter product development and regulatory approval processes. Through our systematic
genetic approach, we generate a comprehensive set of biologically validated targets, against which we screen millions of compounds, in order
to build a deep pipeline of potential cancer drugs. We are exploring key mechanisms pertaining to cancer, focusing on small molecule drug
development internally, and exploring different types of drug targets with our partners. Our pursuit of a variety of mechanisms and therapeutic
approaches allows us to maximize our opportunity to develop potentially safer and more effective drugs with fewer side effects that work
through novel methods.

In 2001, we identified our first development candidates: proprietary small molecule compounds that have the potential to be novel cancer
therapeutics. Our team is striving to select the highest quality drug candidates, complete the necessary studies and analysis, and file our first
Investigational New Drug (IND) application based on our own discovery program within the next year. We are working diligently toward this goal
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and we believe it is achievable. Based on our substantial discovery infrastructure, we intend to file two high quality INDs per year beginning
in 2003. This is an important corporate objective, as it represents the continued replenishment of our product pipeline, and provides us
with compounds for internal development as well as opportunities for partnering transactions.

In addition to advancing our own leads into the clinic, we are developing DEAE-Rebeccamycin, a Phase Il compound that we in-licensed from
Bristol-Myers Squibb. DEAE-Rebeccamycin has completed Phase | trials, demonstrating acceptable safety and tolerability, and currently is being
studied in a range of Phase |l trials sponsored by the National Cancer Institute (NCi). Based on the data from the Phase | trials and encour-
aging early data from the Phase H trials, we believe that this compound merits further development. We are focusing considerable resources
to develop and manufacture the drug, as DEAE-Rebeccamycin is of significant importance to Exelixis for several reasons. First, essentially
overnight, it transformed Exelixis from a research-stage to a development-stage company. Second, it fits strategically with our commercial
and clinical goals, enabling us to build and staff our clinical development and regulatory functions and prepare for the transition of our
own drugs into clinical development. In addition, by working with the NCI and through our own efforts, we will build the necessary retation-
ships with the cancer treatment community, patient advocacy groups, and regulatory bodies that will help to establish Exelixis as a high
quality drug development company. Importantly, if the drug successfully completes the clinical and regulatory processes, it has the potential
to provide treatment for cancer patients as well as product revenue for Exelixis in the medium-term.

A Year of Important Strategic Transactions. As our internal projects proceed, and as DEAE-Rebeccamycin progresses toward advanced clini-
cal development, we have taken steps to ensure that we have adequate resources to move our projects forward. As part of this effort,
we acquired the bioinformatics company Genomica in a stock-for-stock transaction resulting in the addition of approximately $110 million
in cash and investments to our balance sheet, thus more than doubling our cash and investment balances at year-end. The acquisition also
brought us software potentially useful for our own clinical efforts. At a time when opportunities for biotechnology financing are challenging,
we were able to acquire significant cash and investments to advance the development of our product portfolio.

For important strategic reasons, we also acquired the remaining interests in German-based Artemis Pharmaceuticals GmbH. Exelixis helped
found Artemis in 1998 and the two companies have worked closely to build a formidable vertebrate genetics capability. With access to
European technology and universities, Artemis has developed a unique expertise in the vertebrate model systems zebrafish and mouse

that complements our existing technology platform.

Powerful Partnerships. By partnering with leading companies in the pharmaceutical, biotechnology, and agricultural industries, we believe
that we can create value through our technology while maintaining the ability to develop our internal programs. Qur collaborations provide
access to our partners' resources and expertise, and enhance our discovery and product development processes. Over the course of
the last year, Exelixis signed six collaborative agreements that highlight our ability to leverage each aspect of our business. The financial
structure of these relationships demonstrates the maturity and depth of our company by defining Exelixis as an equal partner where phar-
maceutical companies have historically dominated the relationship. These collaborations create significant value for Exelixis in various ways:
providing access to products in clinical development, strategically building our internal programs, adding depth to our clinical pipeline, and
offsetting the cost of developing our internal compound libraries.

During 2001, we established two important oncclogy relationships that demonstrate the depth and breadth of our company. In May, we
announced a partnership with Protein Design Labs (PDL) to discover and develop humanized antibodies for the diagnosis, prevention, and
treatment of cancer. To date, we have identified numerous targets for PDL, and expect to announce further developments over the course
of 2002. In addition to significant financial compensation, the relationship complements our small molecule cancer program and allows
us the option to co-develop antibody products at the time an IND is filed.

Closely following the PDL relationship, in July we announced a landmark partnership with Bristol-Myers Squibb (BMS) to create a new gener-
ation of cancer drugs that selectively destroy cancers harboring defects in specific gene pathways. This relationship is important for us
both strategically and financially. BMS granted Exelixis an exclusive fully-paid license to DEAE-Rebeccamycin, provides substantial payments,
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Executive Vice President and Chief
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and cooperates in the selection and validation of targets for small molecule therapeutics in the field of cancer. Both PDL and BMS have been
excellent partners, and the in-depth understanding of cancer biology at BMS has enhanced the quality of our internal projects.

The four combinatorial chemistry relationships that we signed with Schering-Plough Research Institute, Inc., Elan Pharmaceuticals, Inc.,
Scios Inc., and Cytokinetics, Inc. also demonstrate the power of our drug discovery capabilities. We established a combinatorial chemistry
capability that can generate two million diverse, high quality compounds per year. Through these partnerships, we are able to defray the
cost of expanding our internal compound library while adding diversity and depth to the compounds available to Exelixis for screening.
Exelixis retains full rights to utilize the compounds created in these partnerships for its internal and partnered programs. We intend to
establish additional, similar partnerships in 2002.

In addition to our pharmaceutical partnerships, our agricultural collaborations with Aventis CropScience SA, Bayer Corporation, and Dow
AgroSciences LLC generate substantial funding to offset some of our pharmaceutical program costs. We retain all pharmaceutical rights, and
maintain our proprietary position within all internal programs. We are extremely pleased with the progress and productivity of these partnerships
as we continue to meet and exceed expectations with each of our partners. Importantly, the products that may result from these agricultural
partnerships should have lower risk and shorter development times, providing a balanced strategy of diversified product development.

Strengthening the Management Team. With the developments in our technology, we continued to attract key leaders to spearhead the strategic
move to become a product-driven business, Jeffrey R. Latts, MD, chief medical officer and senior vice president, leads the development of
DEAE-Rebeccamycin and works closely with the discovery organization to select and advance promising proprietary candidates. Kimberly J.
Manhard, vice president, regulatory affairs, is responsible for all aspects of regulatory filings in the United States and Europe. Both of
these individuals have many years of drug development experience in high quality organizations, and are in the process of building a
world-class development organization at Exelixis. Jane M. Green, PhD, vice president of corporate communications, provides strategic
direction for communications with investors and other key stakeholders in the company. Robert M. Myers, executive vice president,
pharmaceuticals, is responsible for building Exelixis' pharmaceutical business and expanding the company’s corporate and commercial
development activities. Each of these individuals brings a host of industry expertise and commitment to our company. Together they
enhance the experienced, capable team that will lead Exelixis as we face new and exciting challenges.

Looking Ahead. Our objectives for 2001 were aggressive, and we are proud of our results. Following on these accomplishments, we enter
2002 with growing momentum, a clear direction, and cash in excess of $227 million. We are working diligently to file an IND on a proprietary
Exelixis compound and bring additional compounds into development for INDs in 2003. Progress in clinical development and the establishment
of a new manufacturing process for DEAE-Rebeccamycin are important corporate goals this year. We will continue to expand our development
infrastructure to keep pace with these efforts. In our partnered programs, we expect to meet or exceed the qualitative and quantitative
expectations our partners and we have set. Finally, we expect to establish additional collaborations and complete strategic transactions
that will advance the company into a full-scale development company.

We have ambitious goals for 2002 and beyond. We believe that we have the strategic focus, the resources, the people, the critical mass,
and the expertise to build a successful company and to effectively meet the challenges that lie ahead.

A A

George A. Scangos, PhD
President and Chief Executive Officer
Exelixis, Inc.

March, 2002
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The drug discovery process is mullifaceted and requires the integration of many complex technologies. Exelixis made sarly,
focused investments to progressively bulld 2l of the necessary components to sustain a high tevel of preductivity. Today,
we have a comprehensive target and drug discovery platferm that we beileve erables us to maximize our opportunities
while managing the risk inherent in the drug development process.

Consistently, Exelixis has enhanced its {eadership position in model system genetics and comparative genomics research and
discovery. Where many biotechnology companies base their product pipeline on a single technology, we use many technologies.
When we began operations in 1995, the notion of conservation of genes and biochemical signaling pathways between diverse
species was met with skepticism. Since that time, work done at Exelixis and in many laboratories throughout the world, coupled
with the availability of the complete genomic sequences of humans, fruit flies, worms, and many other species, have converted
skepticism to fact. Using multiple model systems combined with bioinformatics, proteomics, genomics, cell biology, and
biochemistry, we believe that we can identify and validate superior drug targets rapidly, systematically, and without bias.

Over the course of 2001, Exelixis significantly expanded its drug discovery capabilities, achieving critical mass in all of the
essential disciplines. While we made early investments in drug discovery through the acquisition of technology assets and
attracting leaders in the field, it has been over the course of 2001 that our discovery team hit full stride. We have built a for-
midable infrastructure in the disciplines of combinatorial chemistry and high-throughput screening, which are technology

intensive. in addition, we attracted key people in knowledge-based fields such as medicinal chemistry, cellular and structural

biology, and pharmacology. With significant human and technical resources in each area of drug discovery, we believe that we
are operating with the scale and scope of a large pharmaceutical company and with the flexibility, innovation, and speed
of a biotechnology company.

Today, we have over one hundred scientists working in drug discovery, and the group is growing. Our compound library consists
of nearly two million compounds, and during 2001, we augmented our chemistry capabilities so that we now have the ability to
synthesize approximately two million compounds per year. This year we completed more than twenty high-throughput screens
for cancer compounds, a level comparable to large pharmaceutical companies in a specific therapeutic area.

In addition to our target and drug discovery efforts, Exelixis has a growing clinical department focused on the development
of DEAE-Rebeccamycin and the company's internal candidate compounds. In 2002 and beyond, this department will take the
lead in moving compounds into and through the clinic.

By generating novel, high quality drug targets, we believe we will increase the efficiency of our drug development processes.
With superior targets, world-class drug discovery, and a strong clinical department, we believe we have a better opportunity
to advance our products through clinical trials and toward the market.

Integrated v N ; " > > > Gritieal Mass

Gregory D. Plowman, MD, PhD
Vice President, Pharmaceutical Research

Michael M. Marrissey, PhD
Vice President, Discovery Research




Because cancer is a genetic disease, we believe that our propristary biclogy-based discovery platform is ideally suited
to reveal new targets that would be difficult or impossible to uncover using other experimental approaches. Qver the
last twenty years, research has shown that cancer is a muitifactorial disease, characterized by the successive accu-
mulation of defects in the genes that control cell growth, cell death, and cell adhesion. While significant progress has been
made to find treatments, many aspects of cancer, including defects in tumor suppressor genes, remain refractory. Tumor
suppressor genes such as p53, Rb, PTEN, and APC prevent the development of tumors. One or more of these genes are
defective in the majority of human tumors, and represent attractive targets for the development of drugs that could provide
specific, effective anti-tumor therapies. Historically, these genes have been difficult to target.

Using our systematic research, we have generated a rich supply of validated targets that may be effective in selectively treating
cancer, including those cancers with deficient tumor suppressor genes. Each of these targets has been identified as one of the
key mechanisms associated with cancer, including angiogenesis (the formation of blood vessels), cell cycle control, DNA damage
response, and apoptosis (regulated cell death). Importantly, by targeting varied mechanisms to regulate defective cancer genes,
our pipeline contains an element of muitiplicity that we believe will diversify the business risks associated with drug development.
While we focus on the development of small molecule anti-cancer drugs internally, we have established external partnerships

to leverage additional targets for the development of monoclonal antibodies, antisense, and other smail molecule therapeutics.

Many of our proprietary small molecule drug targets have been advanced through the high-throughput screening process,
resulting in high quality compounds ready for lead optimization, pharmacology, and preclinical studies. As a result of marrying
our accelerated discovery effort with our superior genetics research, currently we have a number of compounds in preclinical
testing and progressive stages of characterization in cell-based and pharmacological assays.

In July, we in-licensed a Phase Il cancer compound that fits strategically with our clinical and commercial objectives. Currently,
DEAE-Rebeccamycin is the subject of several ongoing Phase |l clinical trials sponsored by the National Cancer Institute. Clinical
studies completed to date have shown that the drug demonstrates acceptable safety and tolerability, with encouraging activity
in a variety of tumor types. We are excited about the data, and after analyzing additional data from the ongoing Phase I studies,

we expect to initiate additional development activities in late 2002.

Our cancer pipeline is both deep and broad. Additionally, we have ongoing pharmaceutical programs in angiogenesis, metabolism,
inflammation, and central nervous system disorders. By combining superior science with experience and critical mass in all
phases of the drug discovery process, we believe that we have increased the odds of successfully bringing new therapeutics to
patients in need.
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The efficiency of our drug discovery program presents us with many opportunities
to create value by developing strategic reiationships with leading companies.
The income generated from our collaborations through committed research funding,
milestones, and potential royalties provides us with a diversified revenue stream
to fund our core pharmaceutical research. Currently, we have ten partnerships
with nine leading companies in the pharmaceutical, biotechnology, and agricultural
industries. Our partners’ strategic expertise heips us to build internal capabilities,
and to move multiple product opportunities forward and manage the risks inherent
in the product development cycle.

We believe that we have built a cancer program that is focused and refined, with
opportunities to generate revenue from our partners through ongoing research
support, milestones, and royalties on product sales in the areas of small mole-
cules and antibodies. During 2001, we entered into two important oncology rela-
tionships that demonstrate the value of our cancer franchise. In May, we announced
an unique partnership with Protein Design Labs (PDL), to discover and develop
humanized antibodies for the diagnosis, prevention, and treatment of cancer. In
this relationship, Exelixis identifies new cancer antibody drug targets through a
combination of model systems and other proprietary methods, and PDL uses its
expertise to create and develop new antibody drug candidates. This partnership
brings Exelixis financial compensation in the form of a $30 million convertible
note and $4 million per year in research funding, in addition to PDL's antibody
development and manufacturing expertise. Of particular note, the relationship
complements our small molecule cancer program, and allows Exelixis downstream
product participation. At the time an IND is filed with the Food and Drug Administration
(FDA}, Exelixis can elect to co-fund and co-develop the antibody product for shared
commercial benefit. For those we do not elect to co-develop, we will be paid mile-
stones and royalties on future product sales.

We believe our oncology relationship with Bristol-Myers Squibb (BMS), signed in July,
is strategically important for Exelixis on a number of levels. First, under the terms
of the agreement, it establishes Exelixis as an equal partner in technical and com-
mercial aspects of the collaboration. Next, we believe that the compound DEAE-
Rebeccamycin provides significant value by giving us a Phase Il compound and
allowing us to develop a clinical infrastructure that will be leveraged for our internal
compounds. The relationship fulfills the strategic goals of BMS, while allowing
Exelixis to retain rights for its internal programs and other partnerships. Finally,
this relationship offers Exelixis considerable know-how from BMS, a preeminent
cancer company.

Maximize Opportunities

From the initiation of the BMS collaboration, Exelixis has applied its expertise in
target identification to select targets specific to the p53 pathway appropriate for
development. Each party is entitled to an equal number of validated drug targets.
Once selected, targets then advance forward in either the BMS or Exelixis high-
throughput screening and preclinical development programs. Under the terms of




D. Ry Wagner, PhD
Vice President, Research, Exelixis
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Matthew G. Kramer
General Manager and Vice President,
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THE AG ADVANTAGE>

We are applying our integrated discovery platform to the agricultural industry for the
development of new products for crop protection, animal health, and plant biotech-
nology. In general, agricultural products have shorter development lifecycles and
lower failure rates. By partnering with leading agricultural companies, we generate
near-term revenue to offset some of the cost of our pharmaceutical research, and
diversify our business risks. Our relationships are narrowly defined, allowing us to
maintain the integrity of our pharmaceutical programs while mobilizing our retained
rights in the agricultural arena.

In the area of plant biotechnology, we are working with Aventis CropScience SA to
develop a ptant genetic resource that will enable us and our partners to develop
crops with superior yield and improved nutritional profiles, and to develop plants
with high levels of valuable biochemical compounds. Through our partnerships with
Bayer Corporation and Dow AgroSciences LLC, Exelixis uses its expertise in genetic
target identification and provides assays for the discovery of new chemical prod-
ucts including fungicides, herbicides, insecticides, and nematicides. Taken together,
these relationships generate substantial funding that helps to subsidize our phar
maceutical programs and they provide the opportunity for additional product
revenue for Exelixis in the future.

the agreement, BMS may elect to have Exelixis perform high-throughput screening
and chemistry to create an “IND-ready” compound for increased financial compen-
sation, which we believe demonstrates confidence in the reliability and proficiency
of our discovery output. In exchange for Exelixis generating targets, BMS paid an
initial $5 million, made a $20 million equity investment at a premium to the market
and provides $3 million per year in research funding. In addition, BMS granted
Exelixis a fully-paid license to DEAE-Rebeccamycin. Exelixis will receive milestones
and royaities as BMS moves projects forward that arise from our collaboration.

Closely following on our oncology relationships, our combinaterial chemistry part-

nerships with Schering-Plough Research Institute, Elan Pharmaceuticals, Scios,

and Cytokinetics demonstrate our strategic ability to efficiently build and monetize
our drug discovery infrastructure. In each of these collaborations, Exelixis creates
large, high guality, small molecule libraries of compounds for high-throughput

screening, which can be used by Exelixis and its partner for discovery and devel-

opment. Through these collaborations, we are able to generate revenue to offset

the cost of our internal development and add diversity to our compound libraries.

Leverage
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The year 2004 was one of validation and evelution for Exelixis. We executed on our business strategy to successiully
establish a leading drug discovery and development organization and to generate additional value {rom our world-class
biology platform. We expanded the foundation of the company in 2000 to achieve critical mass in all disciplines of drug
discovery. In 2001 we leveraged our internal programs and expertise to build our product pipeline, deliver on our partnerships,
execute new strategic relationships, and attract experienced management, advancing the company on all fronts.

PROGR

Through creative and strategic collaborations, we licensed what we believe is a promising Phase |l cancer compound, gained
development expertise and downstream rights to cancer antibody products, and generated interesting compounds for our small
molecule pipeline. In addition, we confirmed our ability to quickly identify and execute opportunistic transactions beyond tech-
nology. The acquisition of Artemis Pharmaceuticals broadened our drug discovery capabilities by adding unique validation
capabilities to our active angiogenesis program and strengthened our technology base with additional vertebrate model system
expertise. Our acquisition of Genomica not only provided potentially useful software for our clinical efforts but also added
approximately $110 million to our balance sheet.

The process of drug discovery and development presents tremendous opportunities, but is also fraught with risk. Through our
strategic approach to discovery, development, and cash management, we believe that 2001 reflected our ability to execute our
business plan and build the critical know-how, experience, and infrastructure necessary to maintain our momentum, deliver
results, and realize value for our stockholders and employees.

We are a remarkably different company today than we were at the end of 2000. We have transformed from a comparative
genomics company into an integrated drug discovery business. Through aggressive execution, we believe that in 2002 and
beyond, we will accelerate our business further, moving toward our goal of becoming a fully integrated product company.

> Lelivering en Promises

Glen Y. Sato
Chief Financial Officer,
Vice President. Legal Affairs
and Secretary

Jane M. Green, PhD
Vice President,
Corporate Communications

i2




Exelixis, Inc.
Annual Report
2001 Consoclidated Financial Statements

This section of the Annual Report entitled "Management's Discussion and Analysis of Financial
Condition" contains forward-looking statements, including statements regarding Exelixis' future
financial results, operating results, research and product opportunities, business strategies,
collaborations, projected timelines for product development, competitive positions and plans and
objectives of management for future operations. These statements are based on our current
expectations and assumptions and involve risks and uncertainties and other factors that may cause
Exelixis or its industry's results, levels of activity, performance or achievements to be materially
different from those expressed or implied in the forward-looking statements. You are specifically
referred to the "Risk Factors" section of our Annual Report on Form 10-K as well as any
subsequent filings with the U.S. Securities and Exchange Commission. Historical operating results
are not necessarily indicative of results that may occur in future periods.
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FINANCIAL HIGHLIGHTS

Year Ended December 31,
2001 2000 1999 1998 1997
' (In thousands, except per share data)
Statement of Operations Data:
Contract and government grants $ 33518 $ 20,983 $ 9464 $ 2133 $ -
License 7,488 3,776 1,046 139 -
Total revenues 41,006 24,759 10,510 2,272

Operating expenses:

Research and development 82,700 51,685 21,653 12,096 8,223

Selling, general and administrative 19,166 - 15,678 7,624 5,472 3,743

Acquired in-process research and development 6,673 38,117 - - -

Impairment of goodwill 2,689 - - .

Amortization of intangibles 5,002 260 - - -

Total operating expenses 116,320 105,740 29,277 17,568 11,966

Loss from operations (75,314) (80,981) (18,767) (15,296) (11,966)
Interest and other income (expense), net 4,128 5,569 46 (50) 470
Equity in net loss of affliated company - - - (320)
Minority interest in subsidiary net loss - 101 - -
Net loss $ (71,186) $ (75311) $ (18,721) $ (15,666) $ (11,496)
Basic and diluted net loss per share 3 (1.53) $ (2.43) $  (4.60) $ (7.88) $ (9.97)
Shares used in computing basic and

diluted net loss per share 46,485 31,031 4,068 1,988 1,154

December 31,
2001 2000 1999 1998 1997
(In thousands)

Balance Sheet Data:
Cash, cash equivalents and short-term

investments $ 227,700 $ 112,552 $ 6904 $ 2,058 $ 9715
Working capital (deficit) 194,242 96,019 (672) 182 7,619
Total assets 346,614 204,914 18,901 8,981 15,349
Long-term obligations, less

current portion 48,667 7.976 11,132 2,566 1,759
Deferred stock compensation, net 4,137) (10,174) (14,167) (1,803) (102)
Accumulated deficit (201,224) (130,038) (54,727) (36,006) (20,340)

Total stockholders' equity (deficit) 237,220 162,734 (49,605) (35,065) (20,364)




MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITIONS
AND RESULTS OF OPERATIONS

This Annual Report and the accompanying Selected Consolidated Financial Data contain forward-looking
statements, including statements regarding Exelixis’ future financial results, operating results, research and product
successes, business strategies, collaborations, projected timelines for product development, competitive positions
and plans and objectives of management for future operations. These statements involve risks and uncertainties that
may cause Exelixis or its industry’s results, levels of activity, performance or achievements to be materially different
from those expressed or implied by the forward-looking statements. You are specifically referred to the "Risk
Factors" section of our Annual Report on Form 10-K as well as any subsequent filings with the U.S. Securities and
Exchange Commission. These and many other factors could affect the future results of Exelixis.

Overview

We believe that we are a leader in the discovery and validation of high-quality novel targets for several major human
diseases, and a leader in the discovery of potential new drug therapies, specifically for cancer and other proliferative
diseases. Our primary mission is to develop proprietary human therapeutics by leveraging our integrated discovery
platform to increase the speed, efficiency and quality of pharmaceutical product discovery and development.

Through our expertise in comparative genomics and model system genetics, we are able to find new drug targets that
we believe would be difficult or impossible to uncover using other experimental approaches. Our research is
designed to identify novel genes and proteins expressed by those genes that, when changed, either decrease or
increase the activity in a specific disease pathway in a therapeutically relevant manner. These genes and proteins
represent either potential product targets or drugs that may treat disease or prevent disease initiation or progression.

Our most advanced proprietary pharmaceutical program focuses on drug discovery and development of small
molecules in cancer. Specifically, the remarkable evolutionary conservation of the biochemical pathways strongly
supports the use of simple model systems, such as fruit flies, nematode worins, zebrafish and mice, to identify key
components of critical cancer pathways that can then be targeted for drug discovery. We expect to develop new
cancer drugs by exploiting the underlying “genetic liabilities” of tumor cells to provide specificity in targeting these
cells for destruction, while leaving normal cells unharmed. We have discovered and are further developing a
number of small molecule drug targets in addition to monoclonal antibody drug targets. Molecules directed against
these targets may selectively kill cancer cells while leaving normal cells unharmed, and may provide alternatives to
current cancer therapies.

We believe that our proprietary technologies are also valuable to other industries whose products can be enhanced
by an understanding of DNA or proteins, including the agrochemical, agricultural and diagnostic industries. Many
of these industries have shorter product development cycles and lower risk than the pharmaceutical industry, while
at the same time generating significant sales with attractive profit margins. By partnering with companies in
multiple industries, we believe that we are able to diversify our business risk, while at the same time maximizing our
future revenue stream opportunities.

Our strategy is to establish collaborations with major pharmaceutical, biotechnology and agrochemical companies
based on the strength of our technologies and biological expertise as well as to support additional development of
our proprietary products. Through these collaborations, we obtain license fees and research funding, together with
the opportunity to receive milestone payments and royalties from research results and subsequent product
development. In addition, many of our collaborations have been structured strategically to provide us access to
technology to advance our internal programs, saving both time and money, while at the same time retaining rights to
use the same information in different industries. Our collaborations with leading companies in the agrochemical
industries allow us to continue to expand our internal development capabilities while providing our partners with
novel targets and assays. Since we believe that agrochemical products have reduced development time and lower
risk, we expect to be able to maximize our potential future revenue stream through partnering in multiple industries.
We have active commercial collaborations with several leading pharmaceutical, biotechnology and agrochemical
companies: Aventis CropScience LLC, Bayer Corporation, Bristol-Myers Squibb Company (two collaborations),
Cytokinetics, Inc., Dow AgroSciences LLC, Elan Pharmaceuticals, Inc., Protein Design Labs, Inc., Scios Inc. and
Schering-Plough Research Institute, Inc.

In addition to our commercial collaborations, we have relationships with other biotechnology companies, academic
institutions and universities that provide us access to specific technology or intellectual property for the
enhancement of our business. These include collaborations with leading biotechnology product developers and
solutions providers, among them Affymetrix Inc., Genemachines, AVI BioPharma, Inc, Silicon Genetics, Galapagos
NV, Genomics Collaborative Inc. and Accelrys, Inc.




We have also used acquisitions to strategically position and advance our leadership as a genomics-based drug
discovery company. In May 2001, we acquired Artemis Pharmaceuticals GmbH, a privately held genetics and
functional genomics company, in a stock-for-stock transaction valued at approximately $24.2 million. Located in
Cologne and Tiibingen, Germany, Artemis is focused on the use of vertebrate model genetic systems such as mice
and zebrafish as tools for target identification and validation. We co-founded Artemis in 1998 to expand our access
to vertebrate model system technologies. The two companies have worked closely together since that time, and the
acquisition creates a single, worldwide drug discovery company with a broad array of biological systems and other
tools for rapid target identification and validation. This acquisition is a continuation of our strategy to optimize all
aspects of the drug discovery process from target identification to clinical development.

In December 2001, we acquired Genomica Corporation, a publicly-traded bioinformatics company, in a stock-for-
stock transaction valued at $110.0 million. The transaction was structured as a tender offer for 100% of Genomica’s
outstanding common stock to be followed by a merger of Genomica with a wholly-owned subsidiary of Exelixis.
The exchange offer was closed on December 28, 200! and the subsequent merger completing the transaction
occurred on January 8, 2002. We believe that Genomica's substantial cash and investments will significantly
enhance our ability to move our drug discovery programs forward and their software may be a useful tool over the
next several years that may be used to manage human data obtained during the clinical development of our
compounds.

We have a history of operating losses resulting principally from costs associated with research and development
activities, investment in core technologies and general and administrative functions. As a result of planned
expenditures for future research and development activities, including manufacturing and clinical development
expenses for compounds in clinical studies, we expect to incur additional operating losses for the foreseeable future.

Acquisition of Genomica Corporation

On November 19, 2001, Exelixis and Genomica Corporation announced a definitive agreement whereby we would
acquire Genomica in a stock-for-stock transaction valued at $110.0 million. The transaction was structured as an
offer for 100% of Genomica's outstanding common stock to be followed by a merger of Genomica with a wholly-
owned subsidiary of Exelixis. The offer commenced on November 29, 2001 and closed on December 28, 2001. On
December 28, 2001, we accepted for payment 22,911,969 shares of Genomica common stock, or 93.94% of the
total number of outstanding shares of common stock of Genomica. On January 8, 2002, the acquisition of
Genomica was completed. Upon the effectiveness of the merger, Genomica became our wholly-owned subsidiary.
The transaction, which was accounted for under the purchase method of accounting, was effected through the
exchange of 0.28309 of a share of our common stock for each outstanding share of Genomica common stock. A
total of approximately 6.9 million shares of our common stock were issued for all of the outstanding shares of
Genomica common stock.

The purchase price for Genomica, which for financial accounting purposes was valued at $110.0 million, was
allocated to the assets acquired and the liabilities assumed based on their estimated fair values at the date of
acquisition, as determined by management based on an independent valuation. As a result of this transaction, we
recorded net tangible assets of $106.2 million, developed technology of $0.4 million, which will be amortized over
two years, and goodwill of $3.4 million. At the same time, we recorded a goodwill impairment charge of $2.7
million, which was expensed in the current year to operations. The impairment was calculated in accordance with
Statement of Financial Accounting Standards (“SFAS") No. 121, "Accounting for the Impairment of Long-Lived
Assets and for Long-Lived Assets to Be Disposed Of" ("SFAS 121") by estimating the present value of future cash
flows for the ongoing Genomica licensing business using a risk adjusted discount rate. The impaired goodwill
represents excess purchase price which we view as economically equivalent to financing costs for the acquired cash
and investments. We plan to use the cash and investments acquired to fund our research and development programs.
We also gained access to complementary technology that may be useful in supporting our clinical development
efforts.

Under SFAS No. 142 "Goodwill and Other Intangible Assets” ("SFAS 142"), we will apply the new rules of
accounting for goodwill and other intangible assets beginning in the first quarter of 2002. Accordingly, goodwill
and other intangible assets deemed to have indefinite lives will no longer be amortized but will be subject to annual
impairment tests in accordance with SFAS 142,

Acquisition of Artemis Pharmaceuticals

In May 2001, we acquired a majority of the outstanding capital stock of Artemis Pharmaceuticals GmbH, a privately
held genetics and functional genomics company organized under the laws of Germany. The transaction, which was
accounted for under the purchase method of accounting, was effected through the exchange of shares of our
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common stock for Deutschmark 1.00 of nominal value of Artemis capital stock, using an exchange ratio of 4.064 to
one. Approximately 1.6 million shares of our common stock were issued in exchange for 78% of the outstanding
capital stock of Artemis held by Artemis stockholders. In addition, we received a call option (the "Call Option")
from, and issued a put option (the "Put Option") to, ceriain stockholders of Artemis (the “Option Holders™) for the
issuance of approximately 480,000 shares of our common stock in exchange for the remaining 22% of the
outstanding capital stock of Artemis held by the Option Holders. We may exercise the Call Option at any time from
May 14, 2001 through January 31, 2002, and the Option Holders may exercise their rights under the Put Option at
any time from April 1, 2002 through May 15, 2002. We exercised the Call Option on 131,674 and 329,591 shares
in December 2001 and January 2002, respectively, which resulted in an increase to goodwill of approximately $1.9
and $4.2 million, respectively. In addition, we issued fully vested rights to purchase approximately 187,000
additional shares of our common stock to Artemis employees in exchange for such employees’ vested options
formerly represeniing the right to purchase shares of Artemis capital stock pursuant to the Artemis Employee
Phantom Stock Option Program. Artemis provides us with technologies related to the following two species:
zebrafish and mice. These technologies will be used in our research and development efforts.

The purchase price for Artemis, which for financial accounting purposes was valued at $24.2 million, was allocated
to the assets acquired and the liabilities assumed based on their estimated fair values at the date of acquisition, as
determined by management based upon an independent valuation. As a result of this transaction, we recorded
expense associated with the purchase of in-process research and development of $6.7 million, net tangible assets of
$2.8 million and intangible assets (including goodwill) of $14.7 million, the majority of which was being amortized
over 15 years until December 31, 2001. Under SFAS 142, we will apply the new rules of accounting for goodwill
and other intangible assets beginning in the first quarter of 2002. Accordingly, goodwill and other intangible assets
deemed to have indefinite lives will no longer be amortized but will be subject to annual impairment tests in
accordance with SFAS 142.

Acquisition of Exelixis Plant Sciences (formerly Agritepe)

In December 2000, we completed our acquisition of Agritope, Inc. As a result of the acquisition, Agritope became
our wholly-owned subsidiary, and we subsequently changed its name to Exelixis Plant Sciences, Inc. The
transaction, which was accounted for under the purchase method of accounting, was effected through the exchange
of 0.35 of a share of our common stock for each outstanding share of Agritope capital stock. Approximately 1.7
million shares of our common stock were issued in connection with the transaction. In addition, unexpired and
unexercised options and warrants to purchase shares of Agritope capital stock were assumed by us pursuant to the
transaction and converted into fully vested options and warrants to purchase approximately 880,000 shares of our
common stock.

The purchase price for Agritope, which for financial accounting purposes was valued at $93.5 million, was allocated
to the assets acquired and the liabilities assumed based on their estimated fair values at the date of acquisition, as
determined by an independent valuation. As a result of this transaction, we recorded expense associated with the
purchase of in-process research and development of $38.1 million, net tangible liabilities of $3.6 million, and
intangible assets (including goodwill) of $51.8 million, the majority of which was being amortized over 15 years
until December 31, 2001. Under SFAS 142, we will apply the new rules of accounting for goodwill and other
intangible assets beginning in the first quarter of 2002. Accordingly, goodwill and other intangible assets deemed to
have indefinite lives will no longer be amortized but will be subject to annual impairment tests in accordance with
SFAS 142.

Through our subsidiary, we develop improved plant products and traits and provide technology for the agricultural
industry. We acquired Vinifera, Inc. ("Vinifera") in connection with the purchase of Agritope (parent company of
Vinifera). Vinifera was organized as a majority-owned subsidiary and was engaged in the grape vine propagation
business. Because this business did not fit our strategic objectives, at the date of the acquisition of Agritope, we
committed to a plan to sell the Vinifera operations. On March 31, 2001, we reduced our ownership interest in
Vinifera from 57% to 19% by selling 3.0 million shares of Vinifera common stock back to Vinifera in consideration
for $2.1 million in interest bearing promissory notes. As a result of the sale of Vinifera common stock back to
Vinifera, we deconsolidated Vinifera, excluded our share of Vinifera's operating losses for the first quarter of 2001
of $275,000, and recorded the following amounts as an adjustment to goodwill recorded in connection with the
acquisition of Agritope: a write-down of the value of acquired developed technology attributable to Vinifera of
$435,000, a gain on sale of Vinifera shares of $590,000 and a promissory note reserve of $1,700,000. The net
adjustment was an increase to goodwill in the amount of $675,000. Beginning April 1, 2001, we accounted for our
remaining investment in Vinifera using the cost method.

Due to risks associated with collection, as of December 31, 2001, we reserved for 100% of these promissory notes.
Due to a significant decline in the operating performance of Vinifera, in December 2001, we wrate down our




remaining cost-basis investment in Vinifera to zero. We were advised in March 2002 that Vinifera was in the
process of being liquidated.

Acquisition of MetaXen Assets

In July 1999, we acquired substantially all the assets of MetaXen, a biotechnology company focused on molecular
genetics. In addition to paying cash consideration of $0.9 million, we assumed a note payable relating to certain
acquired assets with a principal balance of $1.1 million. We also assumed responsibility for a facility lease relating
to the office and laboratory space occupied by MetaXen.

At the time of the acquisition, MetaXen had an existing research collaboration with Eli Lilly & Company. This
agreement provided for sponsored research payments to be made to MetaXen. We completed the work under this
arrangement in October 1999. Accordingly, we received and recognized revenues of approximately $0.2 million in
fulfillment of that arrangement.

Critical Accounting Policies
We believe the following are our critical accounting policies:
Revenue Recognition

Most of our revenues are generated from complex research and licensing arrangements. These research and
licensing arrangements may include up-front non-refundable payments. Although these up-front payments are
generally non-refundable, under generally accepted accounting principles (GAAP) we defer the revenues under
these arrangements and recognize the revenues on a straight-line basis over the relevant periods specified in the
agreements, generally the research term. Our research and license arrangements may also include milestone
payments. Although these milestone payments are generally non-refundable once the milestone is achieved, we
recognize the milestone revenues on a straight-line basis over the contractual term of the arrangement. This
typically results in a portion of the milestone being recognized at the date of the milestone is achieved, and the
balance being recognized over the remaining term of the agreement. It is our understanding that there is diversity in
practice on the recognition of milestone revenue. Other companies have adopted an alternative acceptable milestone
revenue recognition policy whereby the full milestone fee is recognized upon completion of the milestone. If we
had adopted such a policy, our revenues recorded to date would have increased and our deferred revenues would
have decreased by an immaterial amount compared to total revenue recognized. Revenues from chemistry
collaborations are generally recognized upon the delivery of accepted compounds.

Exit Costs

Prior to the December 28, 2001 acquisition date for Genomica, we began to formulate an exit plan for Genomica to
improve the operating efficiency of the combined company. This plan was based upon a restructuring plan
Genomica implemented in October 2001 and called for the reduction of substantially all of Genomica’s workforce
and the abandonment of leased facilities in Boulder, Colorado and Sacramento, California. These activities are
expected to be completed during the first half of 2002. Certain key terminated individuals were retained as
consultants by us to assist in further licensing and development of Genomica’s technology to third parties. As of
December 31, 2001, we have recorded significant reserves pertaining to employee separation costs and the
settlement of contractual obligations, such as operating lease commitments, resulting from these actions. The actual
costs related to the exit activities may differ from the amounts recorded as of December 31, 2001. For example, we
have reserved for our maximum obligations under Genomica’s operating lease commitments. However, these
operating lease commitments may be resolved in a more favorable manner, such as the possibility of successfully
subleasing the abandoned space. Conversely, we may not be able to resolve other contractual obligations at the
amounts we have provided as of December 31, 2001.

Goodwill and Intangible Impairment

As of December 31, 2001, our consolidated balance sheet includes approximately $69.5 million of goodwill and
other intangible assets. Under generally accepted accounting principles, we will evaluate goodwill for impairment
on an annual basis and on an interim basis if events or changes in circumstances between annual impairment tests
indicate that the asset might be impaired. We will also evaluate other intangible assets for impairment when
impairment indicators are identified. In assessing the recoverability of our goodwill and other intangibles, we must
make assumptions regarding estimated future cash flows and other factors to determine the fair value of the
respective assets. These estimates include forecasted revenues, which are inherently difficult to predict. If these
estimates or their related assumptions change in the future, we may be required to record impairment charges for
these assets. Furthermore, our impairment evaluation of goodwill will require management to exercise judgment in
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the identification of our reporting units. The impairment test for goodwill will be performed at the reporting unit
level, which may be one level below the operating segments disclosed in our current financial statements, depending
upon whether certain criteria are met.

Contingencies

We are subject to proceedings, lawsuits and other claims related to environmental, intellectual property, product,
employment and other matters. We are required to assess the likelihood of any adverse judgments or outcomes to
these matters as well as potential ranges of probable losses. A determination of the amount of reserves required, if
any, for these contingencies are made after careful analysis of each individuatl issue. The required reserves may
change in the future due to new developments in each matter or changes in approach such as a change in settlement
strategy in dealing with these matters.

Results of Operations
Comparison of Fiscal Years Ended December 31, 2001, 2000 and 1999
Total Revenues

Total revenues were $41.0 million for the year ended December 31, 2001, compared to $24.8 million in 2000 and
$10.5 million in 1999. The increase from 2000 to 2001 resulted principally from license and contract revenues
earned from the signing of new collaboration agreements with Protein Design Labs and Bristol-Myers Squibb,
additional revenues under our existing collaborative agreements with Bayer, Bristol-Myers Squibb, Dow
Agrosciences and Aventis and, to a lesser extent, accelerated revenue recognition related to the mutually agreed
termination of our collaboration with Pharmacia which terminated in February 2002. In 2000, revenues increased
from 1999 due to additional license and contract revenues earned from existing collaborations with Bayer,
Pharmacia and Bristol-Myers Squibb as well as revenues from a new collaboration with Dow AgroSciences.

Research and Development Expenses

Research and development expenses consist primarily of salaries and other personnel-related expenses, facilities
costs, supplies, licenses and depreciation of facilities and laboratory equipment. Research and development
expenses were $82.7 million for the year ended December 31, 2001, compared to $51.7 million in 2000 and $21.7
million in 1999. The increase in 2001 over 2000 resulted primarily from the following costs:

o Increased Personnel - Staffing costs for 2001 increased by approximately 69% to approximately $